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In the year 2006, ISA will be recognized as Latin America’s most
efficient economic group in the provision of administration,
operation and transport services in power markets integrated

with telecommunications services.

M I8 8 & [ O N

Our mission as an econoemic group is to provide administration,
operation and transport services in power markets integrated
with telecommunications services, and grow profitably, so as to

generate value to our shareholders.

We act with social responsibility and ethics based upon the integral
development of our people and committed to the sustainable future

and well being of our society.

Qur success stems from our commitment to excellence and relentless

efforts to build solid business relations with both customers and suppliers.
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Expertos en Mercados was established.
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CERTIFICATION OF FINANCIAL STATEMENTS
AND OTHER RELEVANT REF’@RFS

Medellin, February 12, 200?

To the stockholders of Inte:‘rconexion Electrica S. A.E.S.P.

In connection with the aanJal report of Grupo ISA, the undersigned Legal Agent

and Chief Accountant of Interconexion Electrica 5. A. E. S. P, hereby certify that:

1. As provided in Article 37 :\of Law 222 of 1995, before disclosing to you and to
third parties the financial statéments of the Company as of December 31st 2005
and 2004, they have previousIQ verified the assertions therein contained, and that
they have been faithfully taken from the books.

2. That in compliance With article 46 of Law 964 of 2005, the financial
statements and other reportsi relevant to the public related to the fiscal years
ended on December 31st 2005 and 2004, do not contain defects, inaccuracies or
errors that prevent ascertainin‘g the true financial position and operations of the

Company.

/ 4 ¢
\AIMVJER G. GUTIERREZ P, OA. ALZATE P.|
eneral Manager Hief Accountant |
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REPORT FROM THE BOARD OF DIRECTORS AND THE GENERAL
MANAGER

A LETTER FROM THE MANAGEMENT

[t is a great honor to present the Management Results of 2005, and the
prospects for both the Grupo ISA and Interconexion Electrica S.A. ES.P

In a general manner, we present some outstanding results:

Net income was $187,179 million for ISA and $200,258 million for the
Group, allowing dividends to keep their growing trend.

Share quote showed considerable increase (170%), highly correlated to
the behavior of Colombia’s securities market.

Service delivery availability indexes outdid minimal regulatory levels.
Customer satisfaction showed in higher performance ratings.
Construction of 1,051-km transmission lines in Colombia continued in
order to increase transport capacity to the country’s central and northern
regions.

A new Group affiliate was created: XM, Compania de Expertos en Mercados,
that started operations on October 1st.

Affiliate ISA Bolivia commissioned the lines subject of concession ahead of
deadline.

ISA became the eighth partner of Empresa Propietaria de la Red -EPR-,
with 12.5% participation.

On the other hand, the issue of Corporate Governance was a permanent
source of coherent response to the diverse interest groups, and toward uniform
direction of the Group’s affiliates. Construction of synergy among all the affiliates
was decisive in the context of the Economic Group's consolidation strategy.

Availing of our people’s capabilities, we respectfully advance along the growth
path. We hope our effort will allow us to benefit from new and outstanding
opportunities to add value to the Corporation and to the Eccnomic Group,
helped by profitable investment, competitive costs of current business, and high
satisfaction levels among our customers.

Volume 1 of the Management and Results Report 2005 reflects the actions
of the Economic Group and Interconexion Electrica S.A. ES.P -ISA- to meet
our commitments and advance in the pursuit of our Corporate Vision, and it
contains:




- Reports of the Board of Directers. Operation of the Board of Directors and
compliance with the Good Governance Code.

«  Executive Summary. Afsynthesis of the most relevant actions for both the
Group and ISA. |

+  Management Report pf the Group. It is a detalled presentation of the
Group's main achievements, and of those of each affiliate.

- Management Report of Interconexion Electrica SA. ESP -ISA- It is a
detalled register of gdals achieved, results and commitments in service
delivery, management results, and financial statements.

-+ Prospects and commitgments.

Volume 2 includes the‘ Consolidated Financial Statement and their
corresponding Notes. ‘

Also included is the Report on Corporate Social Responsibility - ISA 2005, with
a Report on Fulfillment of the Global Pact Commitments.

Finally, we want to express our gratitude to our workers for their dedication
and contribution to the achievement of results, to our customers, for permitting
us to interpret their aspirations and so improve our services, and to our suppliers,
for contributing with their effort to the fulfillment of goals.

Thanks are given to the shareholders for their confidence in ISA's corporate
capabilities, that commits us to the continued generation of value for their
investment; to the financial community, for supporting our business initiatives;
to the Staté, for allowing us to work by its side in the daily quest for a better
future; to the governments and societies of the different countries where we
are conducting our entrepreneurial activity, for their welcoming trust, that has
allowed us the delivery ofser\kices indispensable for their development.

Thanks to our armed forces for their committed and devoted work aimed at
preserving security conditions, without which, service could not continue.

And of course, we thank God, whose perennial presence bestows on us hope,
peace, and optimism to serenely find our daily path.

We reiterate our commitrhent to continued and enthusiastic work for the
future, established in our corporate vision.

Luis Fernando Alarcén M.
President of the Borrad of Directors

tiérrez P.
réneral Manager
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REPORTS FROM THE BOARD OF DIRECTORS

It is I1SA's Good Governance Practice to present an annual report on the
operation of the Board of Directors and on compliance with and development of

the Good Governance Code; see Volume 1 page 106.

In compliance with the rulings of the Securities Commission through
Resolution 0275 of May 23rd 20071, and with the provisions of the Articles of
Incorporation, the Board of Directors of ISA approved the Good Governance
Code presented by Management. Its first amendment took place in September
2003 to modify composition and denomination of the Control Committee, which
changed its name to Corporate Auditing Committee. ISA is currently preparing a
second amendment to update the contents of the Code in view of the securities
market’s latest dispositions and the Corporation’s structure. Once finished, such
amendment will be disclosed to the shareholders and investors through a mass

communication medium,

Compliance with the provisions of the Good Governance Code is verified with
the aid of evaluation mechanisms by the Corporate Comptroller Office and the
Statutory Auditor, and it is monitored by means of the Mechanism for Compliance
with the Code of Good Governance, whose reports can be viewed online at the

Corporation’s Webpage.




EXECUTIVE SUMMARY

Grupo ISA

It has investments in the power and telecommunications sectors, and its core
business is transport of electric power in Colombia, Peru, and Bolivia, countries

where it has a considerable percentage participation in the total transport grid.

GRUPO

%
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With 16,836 km of lines, Grupo ISA is one of South America’s main international
power carriers, present in all tEe countries in the Andean Community of Nations.
In Colombia, with ISA and TRANSELCA, the Group has 84% participation in grids
at 220kV or above. In Peru, through Red de Energia del Peru -REP-, and ISA Peru,
participation amounts to 79%;fand in Bolivia, with I1SA Bolivia, participation is 51%.

It also has international .connections between Colombia and Venezuela,

Colombia and Ecuador, and Péru and Ecuador.
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Grupo ISA’s participation in the countries of the target market
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On September 1st 2005, the Group established the new affiliate, XM,
Compahia de Expertos en Mercados S.A. ES.P, whose purpose is to carry out the
Operation of the National Interconnected System, as well as the Administration
of the Wholesale Energy Market, which Interconexion Electrica S.A. -ISA- was in

charge of until September 30 of that same year.

In the power sector, advancement of the internationalization process,
consolidation as Latin America’s main carrier, and materialization of its aspiration
to stand out as markets operator and administrator, continued.

In the telecommunications sector, it remains the leader as carrier of carriers,
shown by its 56% participation in the domestic transport market and 42.6% in
Internettransport.Besides, it succeededin positioning FLYCOM COMUNICACIONES
as Colombia’s first wireless broadband operator. Participation in the domestic

value-added market is 1.85%.
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Data transmission network

4,267km of Fiber-optic Network
Microwave National Network
Satellite Network and LMDS Network

Market share

Carrier service

,,,,,

56.0% (National)
42.6% (Internet)

comunic

Value-added service

|
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International Connections ;
Arcos and Maya Cables ‘ e e

Colombia - Ecuador Interconnection

In this sector, besides itslleverage in electric infrastructure development,
the Group owns Colombia's ﬁost reliable grid, it Is carrier of carriers at both the
national and the mtemationa! levels through INTERNEXA, and it delivers value-
added services in the country’s main cities, through FLYCOM COMUNICACIONES.
Its future plans are to enter th?e countries of the Andean Community of Nations
as a carrier of carriers. |

Results in 2005

Grupo ISA saw outstandiné results during the period:

- Netincome totaled $200,258 million (41.3% over 2004).

. Consolidated operating revenues reached $1,076,495 million.

- Risk ratings for bond issues for ISA, TRANSELCA and REP were maintained.
It commissioned the §antivanez—5ucre, Sucre-Punutuma and Carrasco-
Urubo lines in Bolivia. |

+ It participated in biddin;gs far transmission projects in Colombia, Ecuador,
Brazil, Chile, and Boiiviaj

« Its new subordinate ISA Bolivia started operations on September 17th.

It created XM, Compania de Expertos en Mercados S.A. ES.P, which started
operations October 1st.;

It incorporated subordihate ISA Capital Do Brasil Ltda., headquartered in
Sao Paulo.
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It homologated Service and Social Policies for all of the Group's affiliates.
It implemented Customer Satisfaction evaluation with Walker Information
in all of the Group’s companies.

It advanced restructuring of ISA as an Economic Group, and approved its
corporate control scheme.

It implemented a new remuneration system for the senior managerial
group of each of its affiliates.

It renewed 150-9001 certification, version 2000 for ISA, TRANSELCA and
REP.

It implemented MySAP ERP in ISA Bolivia, TRANSELCA and XM.

The Group's net income rose 41.3% (from $141,676 million in 2004, it went
up to $200,258 million in 2005), thanks to construction of synergies among the
affiliates, to joined efforts for cost and expenses optimization, to homologation of
policies, as well as to standardization of accounting procedures and practices.

Assets growth reached $330,702 million with the start of operations of ISA

Bolivia, and due to the advancement in construction of the Primavera-Bacata and
Primavera-Bolivar projects. See Table 1.

Grupo I5A Income Statement

$ Million 2004 2005 Variation Var. %
Revenues 1,072,581 1,076,495 3,914 04
Costs and expenses 575,787 588,428 12,641 2.2
EBITDA 705,095 700,049 -5,046 -0.7
Operating income 496,794 488,067 -8,727 -1.8
Non-operating results -246,386 -195,664 50,722 -20.6
Pre-tax income 250,408 292,403 41,995 16.8
Income tax provision 103,554 69,475 -34,079 -329
Net income before minority interest 146,854 222,928 76,074 518
Minority interest 5178 22,670 17,492 337.8
Netincome 141,676 200,258 58,582 413
EBITDA margin ’ 65.7% 65.0%
Operating margin 46.3% 45.3%
Net margin 13.2% 18.6%

Grupo ISA Balance Sheet
Assets 5,542,341 5,873,043 330,702 6.0
Liabilities 2,578,435 ' 2,712,415 133,980 52
Minority interest 320,733 374,398 53,665 16.7
Equity 2,643,173 2,786,230 143,057 54
Total Leverage 46.5% 46.2%

Table 1
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Where are we headed?

In 2006, and based on the strategic direction, Grupo ISA will channel its efforts

toward activities such as:

+ Ensure value generation.
Widen participation in target market.

. Consolidate unity of purpose and direction, and ensure construction of
synergy.

- Develop organizational capital and implement technological

preparedness.

In the energy sector, its growth strategy will allow the Group to widen its
presence and participation in the electric market, venture into the transport of
gas, and contribute to the intégration of energy markets in Latin America.

inorder to be competitive, the power companies will focus theiractions toward
generation of value with an emphasis on higher productivity in management
of regulated revenues, indreased ancillary services, asset management,
improvement of operational lcost structure, and optimization of financial and
fiscal management.

Interconexion Electrica S.A. E.S.P. -ISA-

An energy transmission :company with national coverage. It has 8,941
kilometers of transmission Iihes above 110kV, 46 substations, 10,105 MVA of
transformation, and 3,285 MVAR of compensation. It owns 70% of the National
Transmission System -STN—,and itis currently constructing 1,051 kilometers in two
projects that will allow reinfofcement of energy exchange between Colombia’s
central and nerthern regions}: Primavera-Bacata at 500kVY, to be commissioned
on December 31st 2006; andiPrimavera-Bolivar, at 500kV, to enter operation on
March 31st 2007. :
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" Electric energy transmission grid in Colombia

Companies

ISA
B TRANSELCA
B Others

Results in 2005

Among ISA’s satisfactory results, the following stand out:

Its net income increased 33.7% to $187,179 million.

It became a partner of EPR -Empresa Propietaria de la Red-.

Its stock appreciated 170%.

It reached 99.942% total average availability, outdoing the goal established
by the Energy and Gas Regulatory Commission -CREG- at 99.651%.

it saw 55.66% advancement of the Primavera-Bacata (UPME 01) Project,
and 47.07% advancement of the Primavera-Bolivar (UPME 02) Project.

It received 83% customer satisfaction rating.

It obtained 91% general reputation rating.

[t implemented the Corporation’s restructuring to respond to the roles of
power carrier, strategic operator, and Economic Group’s Parent Company.
It negotizted the collective labor pact covering 86.7% of workers, until the
year 2010.

It joined the Global Pact.

As of December 31st, ISA showed solid financial standing, ratified by Duff

& Phelps de Colombia S.A AAA rating for its Domestic Debt Bonds; and BBB
international rating in domestic currency and BB in foreign currency (equal to the

22 | Report from the Board of Directors and the General Manager




sovereign ceiling of the Republic of Colombia, with a positive outlook), for long-
term loans, granted by Standard & Poor’s.

Net income grew by 33.7%, from $140,015 million in 2004 to $187,179
million in 2005. Operating revenues totaled $708,281 miilion, and Operating and
EBITDA margins stood at 50‘9:% and 67.8%, respectively. The good results of the
subordinates, lower financial costs, and utilization of special deduction for asset

investment, with its resulting lower income tax provision, stand out. See Table 2.

1$A Income Statement

$§ Million 2004 2005 Variation Var. %
Revenues ‘ 712,206 708,281 -3,925 -0.6
Costs and expenses 341,406 347,515 6,109 1.8
EBITDA | 497804 480,037 17,767 36
Operating income “ 370,800 360,766 -10,034 2.7
Non- operating results -154,268 -120,310 33,958 -22.0
Pre-tax income 216,532 240,456 23,924 11.0
Income tax provision ; 76,517 53,277 -23,240 -30.4
Net income ‘ 140,015 187,179 47,164 337
EBITDA margin ‘ 69.9% 67.8%
Operating margin | 52.1% 50.9%
Net margin 19.7% 26.4%

1S4 Balance Sheet ;

Assets | 4525552 4,529,459 3,907 0.1

Liabilities 1,869,653 1,742,757 -126,896 -6.8

Equity | 2655899 2,786,702 130,803 49

Total Leverage | 41.3% 38.5%

Table 2

It must be pointed out here that whereas activities related to both the National
Dispatch Center -CND- and the Wholesale Energy Market -MEM- for the whole
period are included in the 2004 Report, for the period of 2005, only the activities
developed along nine months are registered, due to the start of operations of

XM, Compania de Expertos en Mercados, as an affiliate of ISA on October 1st.

Where are we heading?

Based on the strategic direction, and with an approved cash budget of
$1,534,074 million to fund operations and commitments, ISA will focus its

activities on the following actions:
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+ Ensure generation of value and achieve appreciation of the companies by
the capital markets.

+  Widen participation in the target market, deliver excellent quality services,
and gain reccgnition in the target market.

+ Reach efficiency through cost optimization, ensure quality, and develop a
model to relate to the corporate milieu.

+  Develop organizational capital, and implement both human capital and
technological preparedness.

ISA will keep on centering its business strategy on generation of value,
emphasizing growth; on management of non-regulated revenues; on a structure
by business that will boost the areas of costs and efficiency; on training personnel
for assuming the new challenges; on development and strengthening of
competencies and knowledge in the mid and long term; on the succession plan
for personnel about to retire, and who hold critical positions; and on optimization
of occupational health mzanagement, through OSHAS certification process.

T ECONOMIC GROUP’'S MANAGEMENT RESULTS

1.7  International context

The year 2005 saw a favorable performance of the world economy,
characterized by Gross Domestic Product growth -GDP- nearing 3.3%, a figure
slightly below that for 2004, which was an exceptional 4%.

This slight deceleration in production and trade was due to the incentive
policies applied in the United States by the Federal Reserve as of 2001, and to

measures aimed at countering China’s investment boom.

Variable growth levels were observed in the world’s main economies: The
United States and China kept relatively stable growth rates along the year (3.5%
and 9.5% respectively), the European Union showed 1.2% deceleration, Japan
showed 2.8% rebound, and South America’s growth reached 4.0%.

In Colombia, Peru, and Bolivia, GDP grew by 4.3%, 5.6% and 3.6%, respectively;
demand showed significant recovery signals; investment was on the rise; and
improvements were observable in the terms of trade due to the effect of world
growth and variations in international goods and services markets derived from

increased participation of China and India




With respect to price Ievelé {Producer Price Index -PPI-, Consumer Price Index
-CPI-), it is important to highlight the following:

~Inthe United States, inflation experienced an important variation, by going
“from 3.3% in 2004 to 4.3% in 2005, explained by sustained fuel price rise.

CPlin Peru and Bolivia was 1.5% and 4.9% higher, respectively; and PP! rise in

Peru was 2%, accounted for by efficient price control.

The preceding cases show figures lower than the goals set in agreements
with the International Monetary Fund -IMF-,

South America’s macroeconomic conditions: stable prices, low interest
rates, exchange rate stability, and better growth prospects due to international
demand, are an important magnet for public and private investment, and they
generate expectations on expansion and strengthening of electric and energy
sectors, a crucial factor in anﬁ/ country’s economic development. This situation
has made initiatives to increase electric and energy integration of the Andean
and Southern regions of the continent possible, as a solid proposal for reinforcing
regional competitiveness.

1.2 Main results

The Economic Group's management achieved meaningful results, among
which the following stand out}:

- Netincome of $200,258 million (41.3% above 2004 figures)

- Consolidated operating revenues stood at $1,076,455 million: 85% from

the Colombian affiliates and 15% from those in Peru and Bolivia.
+  Steady risk ratings for bond issues for ISA, TRANSELCA and REP.

In its intent to participate as a partner or shareholder in the capital of other
corporations, associations, joint ventures, consortiums, or any other type of
association, the Group's growth strategies advanced:

- Its new subordinate, ISA Bolivia, started operations on September 17th; it
contributed $365 million to the consolidated net income, $193,020 million
to assets and $134,516 million to liabilities.
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In Bolivia, the 248km Santivanez (Cochabamba)-Sucre {Chuquisaca) line,
the 176km Sucre (Chuquisaca)-Punutuma (Potosi) line, and the 164km
Carrasco (Cochabamba)-Urubo (Santa Cruz) lines, started operations.

[t established XM, Compania de Expertos en Mercados S.A. ESP on
September Tst. With $160,142 million assets and $142,879 miliion liabilities,
this company brought $2,223 million to the consolidated net income.

In November, it incorporated subordinate ISA Capital Do Brasil Ltda,
headquartered in Sao Paulo. At closing date of 2005, no contribution had
been made by ISA.

It participated in 12 biddings:

- Tunal Compensation, in Colombia.

- Colombia-Ecuador Interconnection, in Colombia.

- ANEEL 2005 biddings (6 groups of power fine stretches), in Brazil.

- Charrua-Nueva Temuco, in Chile,

- Abengoa Assets, in Brazil and Chile.

- Tarjja-Punutuma Interconnection, in Bolivia.

- Purchase of Schahin assets in Brazil (solution with ECTE pending).

It carried out ISA’s organizational restructuring aimed at improving
processes and guaranteeing efficient performance as the Group’s Parent
Company.

it approved a corporate control scheme for the Economic Group and the
functions of evaluation of the companies’ control system, assigned to the
Corporate Cemptroller.

It defined a Corporate governance Model for ISA, encompassing relations
amongthe Corporation’smanagement,its Board of Directors, shareholders,
and all other economic agents with an interest in the Company.

It defined the Economic Group's direction, coordination, and control
mechanisms, so as to establish interrelation channels.

It advanced construction of operating synergy and carried out evaluation
of a Shared Services Center for the Economic Group.

It homologated investment, social, integrated risk management, service,
and human management policies for all the affiliates.

it implemented Integrated Risk Management to guarantee business
continuity, increase competitive edge, and preserve integrity of corporate
resources in the face of different risks. Additionally, it homologated risk
identification, evaluation, consolidation and financing proceedings and

standards in every process.




»  Itrenewed ISO-9001 ceftiﬁcation, version 2000, for ISA, TRANSELCA, and REP.

« it implemented a new remuneration system for the senior managerial
group, with two components: fixed remuneration as an integral salary,
and variable, results-based remuneration, related to compliance with
corporate indicators. ‘

+ Itimplemented organféational capital measuring instruments,

« It carried out simultaneous migration to MySAP in ISA, REP, INTERNEXA,
and FLYCOM COMUNICACIONES.

« Itimplemented MySA? ERP in TRANSELCA, ISA Bolivia, and XM.

« It put into operation the Operative Management System -SIGO- for [SA

Bolivia, so standardizing operation.
1.3 Power sector’

Three fundamental factors have an impact on delivery of electric energy

services in Latin America:

Advances in energy integration. At the political level, rulers keep showing an
interest not only in promoting1 and materializing energy integration agreements,
as part of a wider regional integration agenda, but also in constructicn of electrical
integration infrastructure, as IS the case with the Peru-Ecuador interconnection,
whose commercial outline has been the subject of steady work in order to

facilitate exchange between the two countries.

Increasing importance of the issue of utilities in the political agenda. In the
region, utility companies vie for predictable market prices and subsidies, while
the comnmunities insist on susﬁafned or decreased tariffs, and governments try to
overcome hurdles to balance the need for subsidies and the fiscal situation.

Atmosphere of competition. In the power sector, Grupo ISA focuses its activity
on competitiveness, which dermands efficiency, commitment, and adaptability in

the rational use of resources and improvement of quality.
1.3.1 TRANSELCA

This company, in which ISA has 64,9983% stake, is Colombia’s second largest
transmission company. ECOPJETROL has 34,9998% share in it, and minority
shareholders have 0.0028% participation.

1 Financial information of affiliates, both Colombian and
international, is homologated under the rules, policies and
accounting practices of the Parent Company.
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The activities it develops are related to high-voltage electric power carrying
services, and those of connection to the National Interconnected System -SIN-in
the Caribbean Coast Region of Colombia.

fts infrastructure consists of 1,517.4 km of lines at 220kV (3.729% participation
in the STN), and 13.98 km of lines at 110 and 34.5 kV.

Along the year, average availability of its grid was 99.86%, a figure higher than
the regulatory goal and than that set internally by the company.

On the other hand, it maintained its AAA certification by Duff & Phelps de
Colombia for the first and second bond issues conducted in 2002 and 2004,

worth $113,000 and $100,000 million respectively. See Table 3.

Income Statement

§ Million 2004 2005 Variation Var. %
Revenues 123,158 132,640 9,482 7.7
Costs and expenses 78,106 85,190 7,084 9.1
EBITDA 76,483 86,389 9,906 13.0
Operating income 45,052 47450 2,398 5.3
Non-operating results -33,082 -21,055 12,027 -36.4
Net income 9,563 37,278 27,715 2898
EBITDA margin 62.1% 65.1%

Operating margin 36.6% 35.8%
Net margin 7.8% 28.1%

Balance Sheet
Assets 908,224 984,873 76,649 84
Liabilities 341677 348,578 6,901 2.0
Equity 566,547 636,295 69,748 12.3
Total Leverage 37.6% 35.4%

Table 3

Net income increase of $27,715 million for the pericd is explained by the
following factors: higher operating revenues {permitting 13.0% EBITDA increase),
increased financial revenues generated by loans to subordinate companies, lower
losses arising from adjustment to national currency of investments abroad and
collection of receivables, all of which improved net and EBITDA margins.

Investment in assets was $9,693 million, and execution of revenues, expenses
and investment budget was 101%, 97% and 90% respectively.
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Along 2005, TRANSELCA paid ISA dividends worth $5,594 million, and made Operating revenues
loans amounting to $45,498 million. See Charts 1,2 and 3.

$ Million
Other milestones at TRANSELCA
: 132,640
i 120,000 new BB
» It started new constructive units for improved electric power service 7104192 08T 1 eow | 1w £
‘ 100,000 —f& E : 3

quality in the cities of Valledupar, Santa Marta, and Cartagena. % - :

80,000

, 60,000
- Together with the Centro Nacional de Consultoria -CNC-, it conducteda 40000

Customer Satisfaction Research, utilizingWalkerInformation methodology. 20,000

It obtained 82% overall quality indicator (compared to 74% for 2004), the 0
result of improvement opportunities implemented during the period to o il 20 203 208 20
art 1
solve customers’ needs.
EBITDA

» It obtained again the 150 9001 certification, version 2000, from Instituto
Colombiano de Normas Tecnicas -ICONTEC- in June 2005, which attests  § Million
to the company's steady improvement.

It obtained 10/10 rating upon auditing conducted by the National g g TN T

General Auditing Office, for national qualification of companies under the 00
supervision of this control entity. '

40,000

With support from CNC and participation of 80% of workers, the Company 20,000

evaluated the organizational climate and obtained 4.5 rating (two points 0
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participation through TRANSELCA; Empresa de Energia de Bogota -EEB-, has
40% stake.

REP owns 45 substations; 5,329.9 km of lines at 220kV, 138kV and 60kV, plus
50.1 km at 220kV, implemented for the interconnection with Ecuador.

In the Peruvian market, REP participates with 56.5% of circuits at 220kV, and
with 66.0% adding the circuits at 220 kV and 138 kV.

Along the year, average grid availability was 99.37%, See Table 4.

income Statement

US$ Thousand 2004 2005 Variation Var. %
Revenues 59,107 58,372 -735 -1.2
Costs and expenses 28913 31,420 2,506 8.7
EBITDA 43,478 38,091 -5,387 -12.4
Operating income 30,193 26,952 -3,242 -10.7
Non-operating results -17.825 -10,294 7,531 -42.2
Net income 4,140 11,166 7,026 169.7
EBITDA margin 73.6% 65.3%

Operating margin 51.1% 46.2%
Net margin 7.0% 19.1%

Balance Sheet
Assets 287,675 313,614 25,939 9.0
Liabilities 174,381 166,371 -8,010 -4.6
Equity 113,294 147,243 33,949 300
Total Leverage 60.6% 53.0%

Table 4

Execution of revenues budget was 101%, that of expenditures was 101%, and
for investments it was 81%. Net income increase with respect to 2004 is explained
mainly: 1) by significant appreciation of the Sol with respect to the US Dollar,
affecting exchange difference, and 2) by a lower tax burden during the period,
a result of accounting recording in dollars for fiscal effects as of 2005, which

eliminates the effects of inflation adjustments.

REP paid ISA dividends worth US$6,600,000 and US$710,000,000
corresponding to reimbursement of capital contributions given in excess, it
made investments worth US$8,528,000, and met contractual indicators agreed

upon with bondholders and financial entities.
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For its bond issues in the P“eruvian capital market, REP's AAA rating from credit
risk rating agencies Apoyo & F‘\sociados Internacionales S.A.C. (associates of Fitch
Ratings), and Equilibrium C|as‘jﬁcadora de Riesgos S.A., was maintained.

1

EBITDA decrease is explained by the drop in operating revenues, resulting
from the annual settlement 'scheme of yearly guaranteed remuneration. See
Charts 4,5, and 6.

Other milestonesat REP '
|

« |t carried out projécts for reinforcement and modernization of
the transmission system: renovation of protective relays; uprating
and installation of t%wo S50MVA, 220/60/10kV ltatralfo transformers;
implementation of rﬂwain and backup Control Centers scheme; and
renovation of the op%e‘rating management system and second circuit

conductors of the Chirhbote-Truyllo 220kV transmission line.

. TogetherwiththeMini$tryofEnergyandMmes,itcoordinatedinvestments
totaling US$&0 millioni to start new electricity generation projects south
of Lima, reinforce thje Lima-Paramonga-Chimbote lines, and expand
transformation in Ica, J!uliaca, Moguegua, and Marcona.

|

It kept availabllity of titwe electric interconnection line at 220kV between
Peru and Ecuador, whi¢h it owns in association with Ecuadorian company
Transelectric. This line ‘pperated unloaded most of the time, and on two
occasions it operated with load for one week to meet an emergency at
Machala substation. Ev:en though issuing of the Regulation of Electricity
Import and Export -RIEE- is an important step toward regulation of
international energy exchanges, commercial agreements are still pending
to start operation ofth?t line.

. It obtained 71.4% customer satisfaction rating, which places it within
a normal performar{ce range, according to Walker Information

methodology. !

%
- It controlled 91% of ‘cases of new territorial invasions affecting the
easement zone, thanks/to prevention measures implemented to improve

|

the company's proceedings.
|
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It is important to point out that the National Fund for Financing the State’s
Entrepreneurial Activity -FONAFE-, the owner of 17.07% of ISA Peru’s shares,
sold its stake to the Infrastructure Investment Fund, Public Utilities and Natural
Resources, run by AC Capitales SAFI S.A,, through public auction.

Other milestones at ISA Peru
It distributed dividends amounting to US$146,159,000.

[t met the minimal level required by the Debt Service Coverage Ratio
indicator agreed upon with the creditor banks and necessary to distribute
dividends and extend loans to shareholders.

The Regulation of Electricity Import and Export -RIEE- was published,
which constitutes a regulatory advancement for operation of electricity
export lines.

It finished repairs works on the Aguaytia-Pucallpa line without affecting

either service or availability levels.

It obtained 67% customer satisfaction rating for the general service
quality level upon evaluation conducted through application of Walker
Information methedology.

It obtained a score of 4.7 on measurement of organizational climate and
zero accident index.

For 2006, ISA Peru's projections are: US$9,739,000 for revenues; USS$7,990,000
for EBITDA, 82% for EBITDA margin; and US$2,057,000 for net income. On the
other hand, the company plans to deliver funds to ISA totaling US$511,000.

1.3.4 [SA-BOLIVIA

ISA has direct 51% participation in this Company, 48.99% indirect participation
through TRANSELCA, and 0.01% through INTERNEXA.




As one of the major eJectﬁicity carriers in its country, with 53% of the grid at
220kV and above, ISA Bolivia H\ad the following results during the period:

[t commissioned the 2481;m Santivanez {Cochabamba)-Sucre (Chuquisaca),
176km  Sucre  (Chuquisaca)-Punutuma (Potosi), and 164km  Carrasco
{Cochabamba)-Urubo (Santa Cruz) lines and five associated substations. Such
lines entered commercial operation in the last quarter of the year, within the
deadline established in the'License Contract signed with Bolivia Electricity
Superintendency.

It obtained financial cloging for loans with multilateral organisms Inter-
American Development BanK -IDB-, and Corporacion Andina de Fomento -CAF-
, financiers of ISA Bolivia, for a total US$ 54 million. Its indebtedness level was
72.4%.

It obtained operating revenues for US$2,232,000, above the budget for
2005, due to anticipated commissioning of the projects, which permitted good
operating results, as shown by 35.7% EBITDA margin, as well as 33.2% operating
margin. See Table 6. ‘

Income Statement 1

Us$ Theusand | 2005 (¥)
Revenues ‘ 2,232
Costs and expenses 1,492
EBITDA 797
Operating income 740
Non-operating results -606
Netincome 134
EBITDA margin 35.7%
Operating margin 33.2%
Net margin 6.0%

Balance Sheet
Assets 84,502
Liabilities 61,159
Equity 23,343
Total Leverage 72.4%

(*) Results corresponding to 3 months,of operation
Table &
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To meet cash flow needs, ISA and TRANSELCA granted transitory loans worth
US$43 million to ISA Bolivia during the first semester of the year, which where
paid back in their entirety with funding from the multilateral banks.

Other milestones at ISA Bolivia:

+ It consolidated the Corporation’s organizational structure.
It conducted the first organizational climate evaluation, with 3.71 scoring.

For 2006, ISA Bolivia expects operating revenues of US$8,382,000, EBITDA of
US$5,590,000, and net losses of US$-1,693,000. On the other hand, the company
will invest approximately US$1,200,000 in additional works related to expansion
of Punutuma substation, not initially foreseen in the License Contract, and which

will be remunerated by the Electricity Superintendency.
1.3.5 XM, Compaiia de Expertos en Mercados.

Complying with Decree 848 of March 28th 2005, which authorizes ISA to
establish a mixed-ownership public utilities commercial corporation of the
national order, the incorporation meeting of XM, Compariia de Expertos en
Mercados S.A. ES.P. as an affiliate of Grupo ISA, was held on September 1st 2005;
XM started operations on October 1st.

In XM, Compafiia de Expertos en Mercados, ISA has 99.73% direct
participation, and the Colombian Stock Market -BVC-, the Technology Research
and Development Center Corporation -CIDET-, Financiera Energetica Nacional
-FEN-, and ISA’s Employees' Fund -FEISA- participate with 0.067% stake each.
Shareholders’ contributions totaled $14,829 million.

XM has taken over the functions formerly pertaining to the National Dispatch
Center: operation planning and coordination of the resources of the National
Interconnected System -SIN-, Administration of the Commercial Settlement
System -ASIC- in the Wholesale Energy Market -MEM-, and settling and clearing
of charges for use of the SIN's grids -LAC-




Income Statement ‘
$ Million 3 2005 (*)

Revenues ‘ 14,140
Costs and expenses " 13,023
EBITDA | 3,020
Operating income | 1117
Non-operating results | 173
Net income 1 29
EBITDA margin : 21.4%
Operating margin ! 7.9%
Net margin 0.2%
Balance Sheet |
Assets (**) | 160,477
Liabilities (**) 145619
Equity ! 14,858

Total Leverage 58.8%

(*)  Results corresponding to the peﬁod October - December.
(**} Includes third party’s collections for $124,380 million, which are part of assets (cash) as restricted
funds. It does not affect \everagg..

Table 7

XM reached $3,020 million EBITDA, five times over estimate, the result of
execution of revenues and expenses of 113% and 96% respectively.

Other milestones at XM:

Out-of-range-voltage events totaled 36, as compared to a maximum goal
established of 40; slow-frequency variations totaled four, as compared to
a goal of 10

Market administration indicators showed collection levels above the limit
of 96%: 100% for Settlement and Clearing of Accounts of the SIN's grids,
and 98.7% for the Commercial Settlement System.

Unattended demand répresented 0.25% of SIN's demand, and the value
of constraints shrank by 20.5%, for a dally average of $528 million, and &
total $192,790 million yearly.

Customer satisfactionl survey showed 82% for service guality, an
outstanding performafnce rating, according to Walker Information
methodology.
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2 Financial information of affiliates, both Colombian and
international, is homologated under the rufes, policies and
accounting practices of the Parent Company.
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» NTC-ISO-9001/2000 quaiity certification of the Corporation's services was
ratified, thus maintaining quality standards.

|t obtained 4.4 scoring on the first organizational climate measurement.

The following are the Corporation’s projections for 2006: revenues, $60,038
million; EBITDA, $13,148 million, for 22% EBITDA margin; and net income, $947
million.

In the same manner, it will continue the actions undertaken by Grupo ISA
related to internationalization of Latin American markets for construction of
regional integration not only through physical infrastructure, but also through
operation and management of power markets on high quality and efficiency
standards. It will also contribute to the sector’s structural strengthening and

market development.
1.4 Telecommunications sector’

Even though the Colombian sector of telecommunications operators was
deregulated over ten years ago, competition has taken place only in the value
added, carriage, and Internet access services, and it can grow with opening of the
local loop and delivery of IP (VolP) telephony services.

Entrance of Telmex and Telefonica to the market segments with the most
growth, namely, mobile telephony and value added, contrasts with the high
dependency on revenues from fixed telephony services on the part of Telecom,
Empresas Publicas de Medellin -EEPPM- and Empresa de Telecomunicaciones de
Bogota -ETB-.

Decision by Telmex and Telefonica to enter local and eventually long-distance
services, on the other hand, makes national cperators double check their merger
opportunities, their internal organization (like EEPPM is doing), and their venture
in neighboring countries as ways to successfully face competition.

The value added secter, on the other hand, faces continuous technological
changes: Wi-Max and Wi-Fi wireless technologies, voice over IP (VoiP), and
television over IP (TvolP), that constitute a fast way to operate“Triple Play” (Internet,
Cable TV and VolIP), broadband services on Third Generation (3G) mobile network
or UMTS, and evolution of communication over electric grids (PLC).




Inthis intense dynamics, the flexibility, as well as the financial and technological
capacities of the competitors, added to the permanent fight for market segments
and tariffs, make business and business opportunities change in a rapid and

complex manner.

Grupo ISA advances with strategies that will allow it to offer high-quality

services, and to gain recognition.
1.4.1 INTERNEXA

In this Company, ISA has $9.99% direct participation, and the minority
shareholders have 0.01%.

INTERNEXA has expertise in carrying national and international signals from
leading telecommunications companies delivering long-distance, value added,
Internet, mobile communications, and cable television services, among others.

As operator of the Iargest‘and with the best capacity network (fiber optics,
microwave, and satellite) sysfem in the country, this is the only one on the
Colombian market exdusivelix dedicated to the business of Carrier of Carriers,
which allows it to offer total coverage and high availability and reliability
indexes.

Income Statement

$ Million | 2004 2005 Varlation Var. %
Revenues 63,066 63,845 779 1.2
Costs and expenses ‘ 57,785 68,502 10,717 18.5
EBITDA 16,611 16,395 216 1.3
Operating income ‘ 5,281 -4,657 -9,938 -188.18
Non-operating results ‘ -153 -1,232 -1,079 705.2
Net income | 1,897 5,389 7,786 4104
EBITDA margin ? 26.3% 25.7%
Operating margin 8.4% -7.3%
Net margin 3.0% -9.2%

Balance Sheat :
Assets 152,988 131,033 -21,955 -14.4
Liabilities 36,601 32,420 -4,241 -11.6
Equity 116,327 98,613 -17.714 -15.2
Total Leverage 24.0% 24.7%

Table 8
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The netloss for the period is explained by the accounting effect of amortization
of deferred usufruct in the amount of $15,794 million.

The company made investments for $12,521 million, and budgetary execution
was 95% in investment, 93% in revenues, and 94% in expenses. See Charts 10,11,
and 12.

In the face of the sector’s challenges, and to ensure future revenues, this
company has re-focused its trade strategy towards the selling of network rights
to large operators, on long-term contracts. On the other hand, and as part of
its growth strategy, it advances corresponding studies to enter new markets in
Venezuela and Peru.

lts projections for the year 2006 are: $69,247 million for revenues; $18,391
million for EBITOA, representing 26.5% EBITDA margin; and $26 million net
income. In the same manner, it estimates investment at $24,679 million.

INTERNEXAisashareholderof TRANSNEXAS.A.ofEcuador,atelecommunications
company that shares its stock ownership with TRANSELECTRIC of Ecuador (50%),
and whose purpose is delivery to that country’s main telecommunications

operators of capacity transport and access to internaticnal cables.

Along the period, TRANSNEXA obtained in the Ecuadorian market revenues
totaling US$5,890,000, representing for INTERNEXA revenues of US$2,051,000.
These figures equal 80% and 26% increase of TRANSNEXA's and INTERNEXA's total
revenues, respectively, with respect to the revenues for 2004.

In the Ecuadorian market, TRANSNEXA continues on the path of consolidation
and for 2006, it projects service delivery in the Southern region of the country
through the grid of its shareholder TRANSELECTRIC.

TRANSNEXA currently interconnects Pasto (Colombia) and Quito (Ecuador),
and for the second semester, it expects to have a fiber-optic network between
Quito and Machala, this latter a city from where it will be in a position to provide
connectivity to the Peruvian border region, thanks to the system devised on the

electric interconnection between the twe countries.

Finally, it must be highlighted that the operation developed by INTERNEXA in
Northern Peru is the Bogota-Lima-Quito information transmission corridor.




Other milestones at INTERNEXA

It continued its technological updating and netwark expansion process
to optimize utilization of assets, keep not only service delivery quality
standards, but also leadership as Colombig’s Carrier of Carriers.

It started development of a DWDM ringed system (signal transmission
technique through High-capacity fiber optics), expected to enter
operation in the second guarter of 2006, on the Atlantic Coast region
network, allowing largér information transport capacity through existing
networks.

- The DWDN system on the central network started operations in 2005.

« It expanded network capacity above growth projections, which allows
better attention to customers'requirements.

It obtained 66% customer evaluation rating and 4.3 scoring on the

organizational climate measurement, keeping historic levels.

INTERNEXA's strategic position in the market depends on its network
provision to operators under consolidation process, and on the company's

internationalization process.

INTERNEXA's focus will continue on being a carrier; on promoting the market
through the understanding of its customers and creation of products that will
permit it competitiveness; and on continuing the development of entrepreneurial

competencies to achieve differentiation in the attention to customer’s needs.
1.4.2 FLYCOM COMUNICACIONES S.A.

Grupo ISA has direct 75.04% stake in this company, while FirstMark
Communications Latin America (FMCLA) has 24.95%, and minority shareholders
have 0.01%.

FLYCOM COMUNICAC\ONES delivers value added and IP-based services and
offers an ample portfolio to the business sector: transmission of corporate data,
Internet connection, streaming, videoconferencing, and data center services.
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For its operation, it has its own access network in the cities of Bogota, Medellin,
Cali, Barranquilla, Bucaramanga, and Cartagena, supported on LMDS (Local
Multipeint Distribution System) wireless technology. Its network infrastructure is
supplemented by point-to-point radio links, and by a satellite platform operated
and managed by INTERNEXA.

income Statement
$ Million 2004 2005 Variation Var. %
Revenues 11,123 17,91 6,788 61.0
Costs and expenses 21,215 27,004 5,789 27.3
EBITDA -4,717 -1,052 3,665 -77.7
Operating income -10,092 -9,093 999 -9.9
Non-operating results -2,251 -3,553 -1,302 57.9
Net income -13,055 -13,197 ~142 1.1
EBITDA margin -42.4% -5.9%
Operating margin -90.7% -50.8%
Net margin -117.4% -737%
Balance Sheet
Assets 58,614 55,464 3,150 5.4
Liabilities 38,021 48,070 10,049 264
Equity 20,593 7,394 -13,199 -64.1
Total Leverage 64.9% 86.7%
Table 9
Operating revenues Compared to 2004, the company saw 61% revenue rise, and made investments
$ Million for $7,003 million. See Charts 13, 14, and 15.
17,911 In order to reestablish net equity over 50% of subscribed capital and to thwart
61.0% the legal cause for dissolution because of losses, the Shareholders’ Meeting of
o o FLYCOM COMUNICACIONES' held on December 2005 approved $12906-million
10,000 decrease of subscribed and paid capital to absorb losses accumulated in 2004
5046 1204% and part of 2005.
5,000
1 7396%
o M [ Gradual EBITDA improvement results from growth of revenues (higher than
2002 2003 2004 s expenses) and transfer of customers from INTERNEXA's power sector to FLYCOM
Chart 13 in August 2004, which contributed to the Company's operating performance.
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Other milestones at FLYCOM COMUNICACIONES

+ It started commercial c§>peration of FLYCOM Streaming.

- It launched a new product on the Colombian market: “Flymeeting-
Videoconferencing totélly invented”. |

- Itimproved Data Centér's autonomy and safety.

. It closed year with 18 Data Center customers, who have at their disposal
dedicated Hosting, shéred Hosting and Collocation services.

« Itincreased by 80% Data Center sales.

« Itaugmented customer base by 41%.

- It focuses on obtaining excellent results in the market niches of corporate
Internet and data tran$mission services, on satisfying customers, and on
developing products aEcording to the market's necessities.

- ltimproved not only relations with operators, but also their recognition of
the company’s agility and flexibility.

It obtained 67.9% customer evaluation rating, which describes a normal
performance. |

« It reached 4.4 score on measurement of organizational climate, which is
considered an excellenlt result.

To successfully face markét consolidation and packaging of services, this
companyw'\Hcontmueworkoﬁ optimizing its investments and enhancing its costs
and expenses structure. Additionally, and with increased market participation
in mind, it will undertake two simultaneous strategies: Connectivity and Value
Added. ‘

With these additions, FLYCOM COMUNICACIONES expects revenues of $23,491
million in 2006 (31% higher than in 2005) that will translate into 8% EBITDA
margin. It projects investment worth $3,266 million to strengthen its domestic

coverage and the provision of hew value added services.
1.5 Results of the ﬂmﬁ@gmjﬂ Management Chart -CGI- for the Group

Goals for integral chart indicators (balanced score card) are delineated so as
to improve last year's performance, both for upper and lower limits. Results for
every perspective are calculated by averaging the achievements in each of its
compenent goals. |
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Achievement for the financial perspective was 43.78% (above the lower
expected level). See Table 10.

Financial Perspective
($ Billion)

Monitoring Indicator Unit Periodicity Goal 2005
Lower Limit UpperLimit  Score

Strategic goal: grow profitably
Specific goal: grow profitably through new regional business

(onsolidated operating revenues $ Billion Monthly 1,109.8 11250 1,076.49
Consolidated operating expenses $ Billion Monthly 7236 7381 588.43
Consolidated EBITDA $ Billion Monthly 7236 738.1 700.05
Sum of all companies’ EBITDA $ Billion Monthly 719.4 749.2 703.00
Consolidated EVA $ Billion Semiannually 757 -56.0 -84.57
Increase in Economic Group's EVA $ Billion Semiannually 825 1021 7358
Total return of Economic Group's % in Current $ Serniannually 16.77% 16.77% 8.50%

investment portfolio

Strategic goal: ensure optimali business operation
Specific goal: operating optimization of energy business

AOM Costs/ homologated km $ Million Manthly 9,29 8,94 8,00
Power companies'EBITDA margin % Monthly 66.6% 68.4% 67.53%

Specific goal: operating optimization of teleccmmunications business

Effective AOM costs/ET $ Million Monthly 29,51 2922 14,00
Effective AOM costs/link $ Million Monthly 20,55 20,44 21,00
Telecommunications companies’ EBITDA margin % Monthly 25.1% 253% 18.77%

Specific goal: optimization of economic group’s financial resources

(ash flow available to shareholders $ Billion Quarterly 566,8 >566,8 633

Strategic goal: Grupo ISA consolidation in capital market
Specific goal: gain and preserve investors’ trust

Share’s average yield % Manthly 20.0% 25.0% 96.49%
(Shareholders Interest Group)

Credit risk rating in the Group’s companies % Annually 100.0% 100.0% 100.00%
Table 10
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For the customer and market perspective achievement was 53.5% (above the

lower expected level). See Table 11

1

Customer and market pe

rspective

Monitoring Indicator Unit Periodicity Goal 2005
Lower Limit Upper Limit  Score
Strategic goal: effective market and customer management
Specific goal: develop market direction and customer fidelity
Compliance with total availability % Manthly 0.0% 100% 100%
of energy transport network
in the companies.
ISA 99.7% 99.9%  99.94%
TRANSELCA  99.6% 98.8%  99.86%
REP 98.9% 99.2%  99.37%
ISAPerd  99.0% 99.4%  99.31%
Compliance with customer satisfaction % Annually  74.5% 778%  79.71%
evaluation (measured through TTB)
by each company (Customers Interest Group).
ISA 79.5% 820%  83.0%
TRANSELCA  65.0% 74.0% 82.0%
REP 68.3% 74.0% 71.4%
M 65.0% 700%  820%
INTERNEXA ~ 70.0% 720%  66.0%
FLYCOM  65.0% 700%  67.9%
Strategic goal: consolidate market
Specific goal: business growth (energy and telecommunications)
Annual increase of the Economic Group's
future revenues (next three years) US$ Million Semiannually 30 40 0.0
ETincrease in not self-served
national market (Colombia) No. of Els Semiannually 2,040 2,495 3,339.50
ETincrease in Internet
access market (Colombia) No. of E1s Semiannually 262 461 480.50
Participation in revenues from Value
Added Services en Colombia % Semiannually 18% 20%  185%

Table 11
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Achievement for the productivity and efficiency perspective was 60% (above
the lower expected level}. See Table 12

Productivity and efficiancy perspective

Monitoring indicator Unit Periodicity Goal 2005
Lower Limit Upper Limit  Score

Strategic goal: implement Corporate Governance
Specific goal: develop and implement direction mechanisms

Degree of implementation of % Monthly 95% 100% 100%
direction mechanisms inside the
Economic Group

Specific goal: monitor strategic management

Degree of implementation of % Monthly 95% 100%  91.40%
strategic management process
Table 12

For the perspective of organizational learning and human talent development,
achievement was 59.52% (above the lower expected level). See Table 13

Organizational learning and human talent development perspective

Monitoring Indicator Unit Periodicity Goal 2005
Lower Limit Upper Limit Score

Strategic goal: develop knowledge assets to reach organizational goals
Specific goal: develop organizational capital

Compliance with program to % Monthly 95% 100%  83.36%
develop Group cuiture and identity
Compliance with minimum value Rating Annually 40 4.5 43

set for evaluation of
organizational climate
(Team-workers Interest Group).

ISA 4.0 4.5 4.2
TRANSELCA 4.0 4.5 45
REP 40 4.2 43
ISA Pert 4.0 45 4.7
ISA Bolivia 4.0 45 37
M 4.0 45 44
INTERNEXA 4.2 45 43
FLYCOM 4.2 43 43
Specific goal: implement technological preparedness (technological capital)
Degree of technological readiness % Monthiy 95% 100% 100%

Table 13
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1.6 The Group’s Development Plan

For the Group, the Develobment Plan was fulfilled at 94.6%. Of the 35 relevant
actions proposed, 26 were 1QO% executed, three registered 90% achievement,

and six had less than 90% accbmplishment.

1.7 Consolidated financial results
|

Consolidated results include the information of all the Group's companies;
major balances and transactions among them are deleted. Consclidation is
carried out by the global inte‘g(atior\ methodology according to which minority
interest corresponding to equity and results are recognized and presented in
the consolidated financial staitements. Financial information of investments in
subordinate companies abroad is homologated according to the accounting
principles applicable to the parent company and translated intc Colombian

peses.

In line with its investment policy and growth perspectives, the Economic

Group started commercial operation of two companies:

- ISA Bolivia, in charge of electric power transmission, and of constructing,
operating, and maintaining electricity grids in Bolivia.

XM, Compafia de Expertos en Mercados, in charge of operation planning
and coordination of the resources of the National Interconnected System,
and of administration: of the Commercial Settlement System in the

wholesale energy market.

Since 2005, the Group's afﬁ“liates in Peru keep their accounting records in US
dollars, as permitted by the cbrresponding fiscal regulations, and decrees and

laws that regulate them.
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1.7.1 Operating resuits

Consolidated operating results

$ Million 2004 2005 Variation Var. %
Revenues 1,072,581 1,076,495 3914 0.4%
Costs and expenses 575,787 588,428 12,641 2.2%
EBITDA 705,095 700,049 -5,046 -0.7%
Operating income 496,794 488,067 -8,727 -1.8%
EBITDA margin 66% 65%

Operating margin 46.3% 45.3%

1.7.1.1 Operating revenues

Consolidated operating results

US$ Million 289.0 264.0 363.0 449.0 4713
1,300,000
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%000 —mm™M ———————— B
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Chart 16
Operating revenues Consolidated operating revenues grew by 0.4% from $1,072,581 in 2004
participation by company to $1,076,495 in 2005. Of the total, 92% comes from energy services, 7% from
telecommunications services, and 1% from other revenues.
Transelca Flycom
12.3% 11%
Internexa M 0 SA Colombi The increase in the Group's revenues from energy services during the period
5.6% olombia

64.7% is explained mainly by the behavior of macroeconomic variables. In this sector,

significant increases are obtained by venturing into new projects or by acquiring

REP :

12.5% companies.

[SA Perd Oftotal consolidated revenues,85%comesfrom companieslocatedin Colombia,

oy ——=
2.0% while 15% from affiliates in Peru and Bolivia. The power sector contributed 93% of
I5A Bolivia o
0.5% revenues and the telecommunications sector 7%. See Chart 17

Chart 17
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1.7.1.2 Operating costs andiexpenses

Consolidated costs and expenses
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Chart 18

Operating costs and expeéenses increased 2.2% from $575,787 in 2004 to
$588,428 in 2005. Of the total, 86.4% corresponds to companies in Colombia and
13.6% to those in Peru and Bolivia.

Power companies account for 88% of operating expenditures, while
telecommunications companit;es accountfor 12%.Alarge percentage corresponds
to the companies in Peru due to the impact of the change from soles to dollars
as the currency of presentation of financial information in effect as of January 1st
2005. See Chart 19. |

EBITDA and EBITDA margin |

Consolidated EBITDA fell by $5,046 million (0.7%) as a result of $3,730 million
expenses incurred in studies and preparation of bids of the parent company. To
the power sector corresponds 97%, while to the telecommunications sector, 3%.
Colombian companies particibate with 84% and foreign companies with 16%.
See Chart 20.

Consolidated operating income

Consolidated operating income fell 1.8% as a result of the parent company’s
operating results. Foreign subcérdinates participated with 17%, while Colombian
affiliates with 83%.The power sector contributed 100.2%and telecommunications
-0.2%. See Chart 21,

Operating expenditures
participation by company

Transelca
14.7% Flycom
Internexa 3.2% |SA Colombia
1.8% g
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REP \ i
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Chart 19
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Consclidated EBITDA
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Consolidated operating income
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1.7.2 Non-operating results

Consolidated non-operating results

$ Million 2004 2005 Variation Var.%
Financial results - net 187693 176316 11377 6.1

Exch. difference - net 41800 24140 17660  -42.2
Other revenues and expend. -16,893 4,792 21,685 -1284

Non-operating results : -246,386  -195664 50,722 -206

Non-operating results wer?e $50,722 million higher due mainly to the $36,358
million reduction in interest rates and debt amortization, and to the $37,105
million increase from recovery of costs and expenses from previcus years.
Of this total, 84% corresponds to companies in Colombia and the remaining
16% to affiliates in Peru and Bolivia. Power companies contributed 97%, while
telecommunications companijes, 3%.

1.7.3" I[ncome tax provision

Income tax provision dropped 32.9% or $34,079 million as a result of the
special deduction for investment in fixed assets allowed to the parent company.
Of total provision, 83% corresponds to Colombian affiliates and 17% to those in
Peru. Power companies accouﬁt for 99% and telecommunications companies for
1%. See Chart 22. |

Conselidated income tax provision

USS Million 13.1 ‘ 7.7 324 433 304
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1.7.4 Netincome

With respect to 2005, in 2006 net income was $58,582 million higher (41.3%).
To this result national companies contribute with 89% while foreign companies

with 11%. The power sector accounts for 102% and telecommunications for -2%.

See Chart 23

Consclidated net income
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Chart 23
1.8 Consolidated balance sheet
Consolidated balance sheet
$ Million 2004 2005 Variation Var.%
Assets 5,542,341 5,873,043 330,702 6.0
Liabilities : 2,578435 2712415 133,980 5.2
Minority interest 320,733 374,398 53,665 16.7
Equity 2,643,173 2,786,230 143,057 54
Total leverage 46.5% 46.2%
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The increase of $330,702 million in assets, equivalent to 6%, is explained
primarily by the start of operations of subordinate ISA Bolivia and by the ongoing

construction of UPME projects Primavera-Bacata and Primavera-Bolivar.

Colombian companies participate with 82% of total assets and foreign

companies with 18%. To the power sector corresponds 97% of assets, while to

telecommunications, 3%.




Comsolidated balance sheet,
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In turn, the $143,057 million increase in liabilities Is accounted for, to a large
extent, by the $134,516 million indebtedness level of ISA Bolivia.
Of $2,712,415 million total liabilities, 79% belongs to national companies and
21% to foreign companies, while 98% corresponds to the power sector and 2% to
telecommunications. See Chart 25.
Financial liabilities totaled $1,898,277 million, of which 73.8% corresponds to
Colombian companies and 26.2% to foreign affiliates. The power sector accounts
for 99.4% of the total, while the telecommunications sector for 0.6%. See Chart 26.
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e £
2 MANAGEMENT RESULTS OF INTERCONEXION
ELECTRICA $.A, E.5.P. -iSA-

2.1 Macroeconomic context

The Colombian economy continued along the growth path during 2005.
Performance during the last quarters (Il 5.8% and IV 5.1%) support consolidated
4.3% projection for the year, cutdecing expectations of both the Government and

the productive sector, which was 4%.

The terms of trade have been favorable for the economy: Real Exchange Rate
Index -ITCR- rebounded up to 119.51 points, despite revaluation, which stood at

4.42% at year closing.

The Central Bank met inflation goal: between 4.5% and 5.5%. At year’s end,
consumer prices showed 4.8% variation, whereas PPl accumulated 2.10% variation
along the year. For 2006, CPI is calculated to close within established range of 4%
- 5%, with 4.46% goal projected by the Bank, a level that will depend on exchange
rate stability and global demand.

Positive growth is expected for 2006, with a projected 4.4%, based on
continuity of most fundamental boosting factors, albeit with slight moderation,

as is the case with international prices.
2.2 Main resuits

ISA's corporate management had significant results, among which the
following stand out:

[t achieved $187,179 million net income (33.7% up on 2004).

It succeeded in maintaining AAA rating awarded by Duff & Phelps for
domestic debt, and BB rating by Standard & Poor’s for international credit,
corresponding to the sovereign risk of the Republic of Colombia.

As the new partner of Empresa Propietaria de la Red -EPR-, it made a cash
capital contribution of US$4.5 million, and it will guarantee a US$40.0-
million debt.




Its share appreciated 170%, amply outdoing appreciation registered by
the General Index of the Colombian Stock Exchange (which was 119%).

It traded 161.6 million shares, thus reaching fifth place in market
capitalization.

It conducted technical feasibility studies for development of electric
interconnection project between Colombia and Panama.

It reached the folioWing quality indicators: 99.942% total average
availability (above 99.6$1% goal established by CREG); and 83% customer
satisfaction rating, whigh puts the Corporation on a superior performance
scale.

It received 91% rating on a reputation survey conducted among all the
interest groups, on the scales of excellent and very good, and 78% on
image, according to Walker Information methodology.

It advanced 55.66% on the Primavera-Bacata Project (UPME 01) and
47.07% on the Primavera-Bblivar (UPME 02) project, the purpose of which
is to increase transport jcapadty toward the Colombian Atlantic Coast and
Central regions.

It renewed the 1S0-9001 certification, version 2000, for the Energy
Transport service, awarded by the Instituto Colombiano de Normas
Tecnicas -ICONTEC-.

It received 4.2 rating for its organizational climate, which keeps the

Corporation within international standards.

It negotiated the collective laber pact, covering 86.7% of workers and valid
until the year 2010, except for salaries, to be reviewed every two years.

It implemented the new remuneration systern for the senior managerial
group (5.7% of staff), with two components: fixed remuneration as an
integral salary and results-based bonus associated to achievement of
entrepreneurial and corporate indicators.

It joined the Global F’act, a United Nations-promoted initiative to
consolidate a network of socially responsible enterprises.
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4 Sistema de Interconexion Electrica de los Paises de America
Central.
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2.3 Participation and advancement in project development.
2.3.1 Empresa Propietaria de la Red -EPR-

This company, established on October 16th 1998 under the laws of the
Republic of Panama, and headquartered in San Jose de Costa Rica, is responsible
for the design, construction, set-up, service start-up, operation and maintenance
of the SIEPAC* Project, which consists of 1,830 km of transmission line at 230kV,
with their respective connection modules in new and existing substations.

EPR partner corporations are responsible for energy transmission in each
member country, and its share participation is identical (12,5%):

Instituto Nacional de Electrificacion S.A. -INDE- (Guatemala).

Commision Ejecutiva Hidroelectrica del Ric Lempa S.A. -CEL- (El
Salvador).

Empresa Nacional de Energia Electrica S.A. -ENEE- (Honduras).

Empresa Nacional de Transmision Electrica S.A. -ENTRESA- {Nicaragua).
Instituto Costarricence de Electricidad S.A. -ICE- (Costa Rica).

Empresa de Transmision Electrica S.A. -ETESA- (Panamaj.

ENDESA [nternacional S.A. (Spain).

Interconexion Electrica S.A. E.S.P. -ISA- (Colombia).

The Company's capital is US$40 million, and up to date, each partner has
contributed US$4,5 million. The remaining contributions are projected for 2006.

2.3.2 Colombia-Panama Electric Interconnection

Starting in 2001, Interconexion Electrica S.A. -ISA-and Empresa de Transmision
Electrica S.A. -ETESA- of Panama, acting as energy market promoters, carried
out technical feasibility studies for development of the electric interconnection
between Colombia and Panama, a fundamental step in consolidating a supra-
regional market taking advantage of positive aspects and potentials of the two

regions.

The respective governments have declared their strong will to promote
sustainable economic development and regional integration of Central America,
by consolidating energy interconnection projects and a regional market in the
frame of the Panama-Puebla Plan.




Through the studies showing technical and environmental viability of the
interconnection, ISA reinforces the actions of the Ministry of Mines and Energy
toward improvement of the region’s competitiveness levels, adeguate delivery of

energy service and well being: of the population.
2.3.3 Primavera-Bacata and Primavera-Bolivar Projects

In compliance with the commitments of the bidding, ISA started construction
of the Primavera-Bacata and Primavera-Bolivar projects in 2005.

Projects ‘ Total value
Primavera-Bacatd 500kV ‘ US$92,690 (*)
Project (UPME 01). ‘ thousand

Construction.

Primavera—Bolivar 500kV ‘ USS165,441 (%)
Project (UPME 02). f thousand
Construction. ‘

*Values as of December 315t 2005

2.4 Results and commitments in service delivery

During the pericd, the Cc‘;mpany updated the “Service Promise’, where it
expresses its commitment to respond to the Customers’ needs and expectations
of the services delivered to them: Use of the STN, Connection to the STN, and
Energy-Transport Ancillary Ser\(ices.

2.4.7 Energy transport service
|

ISA is currently the owner of 70% of the National Transmission System, a fact
that makes it Colombia’s largest energy transport company, and the only one with
national coverage. [t owns 8,941 km of transmission lines at voltages over 110k,
46 substations, 10,105 MVA of transformation, and 3,285 MVAR of compensation,
all of which is at the disposal ' of the market agents for trading of energy and
interconnection of regional electric systems.

ISA is also the owner of tne‘following international interconnections:

«  Colombia-Venezuela Interconnection: Cuestecitas-Cuatricentenario and
San Mateo-El Corozo 230KV lines.
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- Colombia-Ecuador Interconnection: 138kV Ipiales-Tulcan and 230kV Pasto-
Quito lines, making physical energy exchange possible, within the frame
of International Energy Transactions -TIE-.

Compared to 2004, Colombia's imports saw 23.51% decrease: it imported from
Venezuela 20,91 GWh through the Cuestecitas-Cuatricentenario connection, and
from Ecuador, it imported 15.79 GWh (98.5% through the Pamasqui-Jamondino
230kV connection); and exports t0 Ecuador increased by 4.77%: equivalent to
1,758 GWh, (4.9% more than in 2004), exports levels that brought the country
revenues of US$151,73 million.

In STN's As-New-Replacement Value -VRN-, ISA has 69.74% participation
(US$1,553.79 million); remaining 30.26% corresponds to the other ten owners of
the grid.

2.4.1.1 Grid operation management

From the Supervision and Maneuver Center -CSM- and under the scheme of
centralized remote operation, ISA carried out more than 19,200 maneuvers-cn
the assets with the quality and opportunity required by the SIN.

Asset avallability was 99.942%, which outdid goal set by CREG at 99.651%. See
Chart 27.

Percentage of assets that complied with availability goal set by CREG was
95.41%: of a total 501 assets, 23 were below such goal, and only 15 paid $50.6

million as compensation.
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The fact that its transmission grid is spread all over the country makes ISA
particularly vulnerable to attacks against its infrastructure, attacks that have

become part of the strategy of the illegal armed groups to destabilize the State.

Between 2001 and 2005, t“here were 1,447 attacks on the SIN, of which 863
affected ISA’s assets. :
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During the year, 122 towers were affected by attacks: 39.34% corresponding
to lines at 500 kV and 60.66% to lines at 230 kV. The number of attacks against the
Corporation's infrastructure increased by 52.5% with respect to 2004.

Thanks to the support from the armed forces for coverage and securing of
the regions where recovery work is under way, 95.9% of infrastructure affected by

attacks was recovered during the period.

In the last few years, ISA has improved its methods for recovery of towers
affected by attacks, by using emergency structures, adequate materials, and
trained work crews, and by constructing specialized tools for recovery and
assembling of these structures. In 2005, the average recovery time for affected
infrastructure was 10.5 days per tower (2.6 days shorter than in 2004).

Since the year 2001, corporate losses related to repair of infrastructure total
$87,971 million; in 2005, repair costs represented only 1.99% ($15,342 million) of
the Company’s operating revenues, 19% up on 2004 (512,433 million).

With respect to 2004, unattended demand increased 31.8% to 120.1 GWh
(0.25% of SIN demand) due to increased demand for non-scheduled reasons,
which was 66.9%. See Chart 29.
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O] Attacks Other Causes O Total

Power demand unattended because of terrorist attacks increased with respect to 2004 from
0.06% of total SIN demand to 0.14% in 2005. The previous was due to 78% increase of attacks on
electric infrastructure (127 attacks in 2004, and 226 in 2005).




2.4,1.2 Maintenance management

To improve service and prolong useful life of equipment and related systems,
ISA executed the following actions:

- ltrenovated substation equipment at a cost of $6,000 million.

.+ It performed general maintenance on 35 circuit breakers of four 230kV
substations, through acquisition and appropriation of new technologies,
including national devélopments that meant savings for the Corporation
of $1,400 million. |

- It devised on-line maintenance technology (maintenance without
disconnection) for vvas;h and repair of substations equipment.

+ It acquired a new atmaospheric electric discharge manitoring system
worth US$$850,000, which will allow, in 2006, detailed monitoring of
lightning descending on the national territory, capable of affecting the

Corporation’s transmission lines.
2.4.1.3 Social management

In the Energy Transport serivice, ISA takes its responsibility share on social and
environmental implications of construction and operation of a national-coverage
energy transport network, Part of this is the development of the Cornmunity
Coexistence Program, which starting in 2005 defined three action focuses:

1) Institutional presence in Ibcal and regional events; 2) Support to community
works and projects; and 3) Education for community coexistence with energy
transpert. In 85, out of the tota“l 339 municipalities where ISA is present, it carried
out the following activities:

. Itinvested $26.4 million to support various events.

+Incommunity works and projects it invested: $212.6 million in educational
projects; $59.4 million in productive projects; $71.3 million in community
services; and $136.5 million in construction and repair of community

infrastructure.

+ In the education program for community coexistence with energy
transmission lines, it hajs implemented actions tending to creation and
strengthening of links with the communities located in the influence
areas of ISA’s transmission grid:
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Let’s learn with Eloisa Latorre. This program, which includes delivery of
schoo! supplies, increased its coverage along the year: from 11,205
children in 2004, it benefited 22,870 in 2005.

Christmas with Eloisa Latorre. School supplies with didactic contents were
delivered to 13,618 children.

2.4.1.4 Environmental management

During the period, ISA honored its commitments acquired under the plans

of environmental management of lines and substations in operation: forest

compensation and basic sanitation, hydrocarbon management, and attention to

maintenance notices to solve claims from easement owners.

Additionally, it presented the following achievements:

It tripled the number of housing solutions (from 20 in 2004 to 67 in 2005)
along line easements through the family resettlement program associated

to the operating grid.

It finalized technological research and development project for design
and production of Bird Flight Diverters, 49,000 of which are to be installed
in the Primavera-Bacata and Primavera-Bolivar projects.

These diverters, first ever to be made in the country, and the first design for
which the Company has filed for a patent, will allow creation of a network
of national suppliers to substitute their import, with an estimated cost
reduction of up to 80% (around US$400,000).

Other activities that will demand great attention during 2006 are the

following:

Answer Decree 1220/05 of the Ministry of the Environment, which
defines and decides on application of a methodology for Environmental
Management Plans -PMA- of lines for which environmental licenses were
not required. For its answer, ISA has ample-scope satellite information and
digital aerial photography.

Avail of the benefits of the Kyoto Protocol, through identification of Clean
Development Mechanisms -MDL- for energy transmission projects, and
forward proceedings to apply them to the interconnection project with

Panama.




+  Apply resolutions and jqecrees issued by focal and national environmental
authorities, dealing with solid and hazardous waste generated by the
Company, through design and implementation of ISA's Waste Integral

Management System.

« Endow the Environmental Committee at the Company’s headguarters with
enough tools to meet commitments with Medellin's Metropalitan Area.

2.4.2 STN connection sewﬁce

To deliver its connection service, ISA has 71 km of lines at 230 kV and 114
km at lower voltages, 3,272 MVA transformation capacity in operation, and
1,305 MVA in reserve, distributed along 66 connection points to STN, utilized
for servicing 21 customers (4 generators, 13 distributors, 3 large consumers, and
1 carrier). Connection assets also include two points related to international

interconnection.
ISA’s participation in connection points far this service is 35.29%.

In 2005, the Corporation commissioned the Cafio Limon Substation expansion

for Occidental of Colombia.

Connection revenues rose to $55,415 million for the January-December
period (5.32% up on 2004), due to two factors: 1) revenues from expansion works
of Cafo Limon Substation to 230kV, which started to show in accounting as of
February 2005; and 2) updatidg of PPl along the December 2004 - December
2005 period. See Chart 30. ‘
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2.4.3 Energy-transport-related services

Operating revenues, made up of Administration, Operation and Maintenance
services -AOM-, technical and consulting services, and studies rose to $4,050
million for the January-September 2005 period (13.26% up on 2004). For rights of
use of infrastructure, revenues were $2,690 million. See Chart 31.
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In furtherance of the Ancillary Services Export Plan designed by ISA as a
strategy for opening international markets, and targeting initially the Andean
Community of Nations, a Trade Agenda was developed in Ecuador, and another
one was prepared for Peru; in joined efforts with XM, and as part of its purpose to

enter Central American markets, a Trade Agenda was conducted in El Salvador.
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2.4.4 Fiber optics

For this item, operating revenues went up to $5,082 million for the January-

December 2005 period (21.60% up on past year), coming from closing of five
usufruct agreements with INTERNEXA, and from the signing of a new fiber-optics
capacity availability agreement under the lzyout of differential tariff.

Additionally, ISA conducteb the following actions:

It continued with rental and maintenance of fiber-optic networks with
TRANSNEXA in Ecuador.

It kept 29.17% ownership of the fiber-optic network of Alianza, facilitating
commercial exploitation by INTERNEXA.

It negotiated and signed contracts worth $1,200 million for delivery of
services related to fiber-optic cable and infrastructure owned by the
Alianza. |
i
It obtained revenues o% $2,500 million from the Alianza companies, from
rights of use for Insta}lation of fiber-optic cable on ISA's transmission
lines. }

i
2.4.5 Construction of infrastructure projects

|
ISA also constructs projects for third parties, which brought it $4,135 million
1

operating revenues for the Jan;uary-December 2005 period. Next is a detailed list
of projects undertaken by the “Company:

il
|

}
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Projects Total value

Customer: Ministry of Mines and Energy

Project FAER FAZNI $12,995,489 (%)
Constructicn. thousand
Project Construction $548,376 (*)
Cano-Limon substation’s thousand

third 34.5kV feeder.
Customer: DISPAC

Project Improvement US$6,905 (*)
DISPAC substations. thousand
Customer: CEDELCA

Project ‘Plan $705,000 (%)
Macizo” Engineering. thousand

Customer: ISA Bolivia S.A
Project BOOT US%69,589 (*)

Bolivia. Construction. thousand
*Values as of December 315t 2005

Customer satisfaction rating

ISA has devoted efforts toward timely solution of the customers' needs, and

standardization of service levels according to their expectations.

In order to evaluate its performance, it conducts a yearly study of customer
satisfaction, soasto know and measure their level of loyalty and satisfaction toward
the services provided by the Company, identify their needs and expectations,
and determine most impacting factors. Based on the results of this study, an
improvement plan is prepared for the coming year, to enhance services and meet

commitments,
In 2005, it obtained an 83% General Quality rating, corresponding to a superior

performance (Top Two Boxes - excellent or very good ratings), according to
Walker Information methodology.
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2,5 [SA's corporate mam@g@mem: Results and commitments
2.5.1 Corporate governance

It is the array of values, principles, policies, rules, means, practices, and
processes through which th;e Corporation is run, operated, and controlled,
looking for corporate efficiency, transparency, and coherence of actions, respect
for those who invest in it, and ;compliance with the commitments to the different

interest groups. !

The objective of the Good Governance Code is to compile and structure Good
Governance Practices observéd in the Corporaticn that will allow generation of
competitiveness, transparency, and trust.

ISA understands Good Governance Practices to be the commitments and
measures adopted by the Corporation as to its governance, conduct, and
information, so that the actior‘js of the shareholders, managers, and workers be
focused on guaranteeing intégral corporate ethics, adequate handling of its
affairs, respect for those who invest in it, deliverance on the commitments to its
interest groups, and public disclosure of its management.

ISAis currently preparing a second reform to update the contents of the Code,
in the light of the new rulings of the securities market and the Corporation’s

structure.
2.5.2 Human resources management

TheCompanybasesitsbusinessgrowth, processimprovement,competitiveness
enhancement, and construction of corporate viability on learning, production,
and application of knowledge.:

In this sense, it has designed and implemented the Integral Formation Plan -
PFI-, focused on two directions: 1) accompany the development of competencies
required for efficient process development by the workers, 2) accompany the
process of cultural transformatibn, through corporate educational actions,
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To achieve the goals proposed by the PFl, ISA invested $840 million during
2005, with 92.6% worker coverage. Likewise, it implemented 204% of total

training hours planned.

Additionally, the following activities were developed, focused on development
and mobility of the senior management group:

Identification of managerial potentials in 42 incumbent managers, and 60
professionals with managerial prospects.

ldentification of possible successors for managers.

Rotation and appointment of six executives for management, deputy
management, and section-head positions.

Promotion of five pecple to management positions.

Mobility of three managers within the affiliates of Grupo ISA.

External hiring of four new managers.

In spite of the changes produced as a result of the organizational
restructuring process, organizational climate rating was 4.2 (one point below
that of 2004), which allows the Corporation to stay within international
standards. See Chart 32.
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B Raring

ISA guarantees its workers' right to association, through its two collective
contract modalities: at year’s end, 86.7% of its 661 workers were covered by
Collective Labor Pact, and 7.6%, by Collective Labor Agreement. It is important
10 point out that, during the period, Collective Pact was negotiated, reaching

total and definitive agreement valid until 2010,




In the same way, a new remuneration layout became operational for the
senior management group (5.7% of personnel), with two components: 1) fixed
remuneration as integral salary; and 2) variable, results-based remuneration,

related to compliance with corporate indicators.

Actions focused on preservation of personnel’s health centered on control of
cardio-cerebral-vascular disease, and improvement of safety in maintenance and

operation activities.

In the area of prevention of occupational accidents, procedures were
standardized, new safety elements were acquired, and waorkers exposed to

electric risk during operation and maintenance of the STN received training.
2.5.3 Technology and process management

During the period, ISA reaﬁrmed its decision tc work toward becoming an
adaptable organization, as dynhamic as its trade, and to that end, it carried out
projects in the following fronts:

- It implemented the new organizational structure approved in 2004, and
adapted information sYstems to enable it. Through this project, structure
and strategy become a}ligned, communication among areas is improved,
mobility of resources is;strengthened, and effectiveness is heightened by
operation founded on processes and information technology.

+ It developed the restfucturing program to respond to the changes
in both milieu and corporate strategy. Internal adjustments assigned
responsibilities in each area in order to achieve compliance with ISA’s
three roles: economic group parent compariy, energy-transport company,
and operator of concession contracts alloceted.

- It developed the innovative change-management process, part of the
restructuring scheme, which demanded a high level of commitment on
the part of the senior ménagement group to ensure understanding of the
Organization’s strategy and objectives. This orocess has had participation

of around 250 people.

. ltimplanted an organizational-capital measuring instrument to determine
the Corporation’s gaps with respect to the best practices, and to define
and implement priority actions. Measuring covered the areas of alignment
and integration, organizational design, leadership, learning, and decision-
making.
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Risk Map

With respect to the best practices, the following advances stand out:

« Acquisition of technological infrastructure under operating leasing,

achieving 16% cost reduction versus asset purchasing.

- Completion of second phase of information technology assimilation
evaluation, covering the entire Company, with 73% general indicator

results; goal set was 70%.

Rating of “zero non-conformities” for the quality management system of
the energy transport service (ISO 9001/2000 management systems of ISA’s
service quality), conducted by ICONTEC.

«  Preparation of diagnoses to start ISO-14001 certification processes for the
environmental management system, and OSHAS 18001 for the safety and
occupational health management system.

2.5.4 Risk management

ISA's Corporate Risk Map, with 22 internal and external risks, allows evaluation
of not only their likelihood of occurrence, and their impact on the Corporation’s
resources, but also priority for their timely management, and identification of

residual risk faced by the Corporation.

External origin
1. Insecusity and legal instability

2. Effect of application of operation requlations on third parties and market agents

3. Regulatory instability

4. Electric power market structural problems
5. Competition

6. Reputation risk

7. Macroeconomic variables volatility

8. Nature phenomena

9. Political decisions

10. Armed conflict

11. Social conflict

Internal and External Origin

12. Quality of accounts receivable

13. Contracts default

14. Inadequate exercise of Corporate Governance

5. Inadequate decision making regarding new business
6. Corruption

17. Noncompliance with corporate ethics.

Internai Origin

18. Inadequate information management

19. Human and/or procedure failures

20. System and equipment unavailability

21, Loss or decrease in competitiveness

22. Inadequate human resources management

70 | Report from the Board of Directors and the General Manager

Operacional

=
o
2
=
oL
[33
v




During the period, the C?orporation progressed in construction of the Risk
Map for some of the afﬁliatesland application of risk-management cycle to every
ISA and XM process, which allowed identification of processes with the most
exposure to risk, and gathering of relevant information concerning mitigating

measures.
It also continued management of its main risks:
Yolatility risk of macroeconomic variables

The main macroeconomic variables with an impact on ISA's financial results
are: Consumer Price Index -CPI-, Exchange Rates, Producer Price Index -PPl-,
DTF, and Libor. To counter the effects of exchange-rate uncertainty and stabilize
debt-service cash flow in foreign currency, the Corporation executes hedging
operations, maintains debt-pertfolio diversification, and continuously studies the
best options offered by national and international markets to mitigate this type
of risks.

It also has natural hedgingifor debt in dollars and investments abroad, which
balance the effect of exchange rate variation; with respect to impact from PP
variation, it has contracted CPl-indexed debt, given the close IPC-IPP correlation

Furthermore, the Corporatién isdeveloping an Assetand Liability Management
Project -GAP- for the Group's affiliates, which allows identification, along z one-
year horizon, of Earnings at Risk (EaR) and Cash Flow at Risk (CFaR), as the result of
the changes in the macroeconomic variables that the companies are exposed to.
This analysis becomes an impdrtant rmanagement tool to shore up the decision-

making process of Grupo ISA's affiliates.
Armed confiict risk

ISA keeps on developing its Viability Strategy Amidst the Conflict. In the
area of recovery of infrastructure affected by attacks, the Company has a highly
gualified technical and human team, as well as an infrastructure specialized in
implementing recovery and reestablishment of energy transmission towers and
fines, that allowed it, during 2005, to reach 96% effectiveness rate, by recovering
117 out of 122 towers affected.
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The effects of the attacks on service delivery do not mean fewer revenues
for the Corporation, because they are considered force majeure events (CREG
Resolution 061 of 2000).

Legal uncertainty and instability risk

Upon follow-up and analysis of bill preparation processes and application
and interpretation of legal ruling, especially fiscal ruling, I1SA has established
mechanisms for management of its interests, through inter-institutional relations,
consulting and assessment by experts, and active participation in inter-sector

committees.
Regulatory instability risk

In the case of energy transport service, regulatory instability risk comes from
regulation changes, which, according to the regulatory agenda for 2006, will
focus on remuneration schemes and service quality demands. This risk is handled
by ISA through permanent monitoring, analysis and evaluation of resolutions and
resolution projects, for ulterior presentation of technical recommendations and

proposals that reflect service delivery conditions.

As part of the reviewing process of remuneration and quality schemes, CREG
issued Resolution 007 of 2005 to establish the foundations for remuneration
formulae for energy transmission activities for the 2007-2011 period. Among
the changes proposed, variations are expected in remuneration rate, AOM
percentages, and individual cost of constructive units.

Onapermanentbasis, the Corporation checks outevolution of these parameters
through exercises and analyses specific to each of them, and through actions
conducted inside the Organization and with the ANBESCO Energy Chamber and
the Transmission Committee of the National Operation Council -CNO-,

Risk of new national and international business decisions and of
exareise of Corporate Govarnance, related to growth of the Economic

Group

Decisions regarding national and international business and the exercise of
Corporate Governance of the Economic Group are conducted by ISA through a
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structured catalogue or oppo‘rtunities prepared according to the guidelines of its
Corporate Growth Strategy and the criteria established by the Investment Palicy.

In the same manner, and in the interest of effectively handling this risk, during
the period ISA defined the Corporate Governance Model, with two components:
1) relations among the Corporation, the Board of Directors, the shareholders, and
the other economic agents vyith interests in the Company; and 2) structure to
defineits objectives, the means to reach such objectives, and follow-up procedure
of its performance to facilitate unity of purpose and direction, and to support the
Economic Group’s competitive and corporate strategies.

Just as it did with the prevfously mentioned risks, ISA handled corporate risks,
even though they do not have the most impact on the Organization, through
implementation of mitigation measures and identification of other potential
actions that help to their redugtion.

ftis important to point cut'that ISA’s Integrated Risk Management model was
presented to the"lll lntematior‘\‘al Generation & Transmission Meeting CIER - Risk &
Productivity”, obtaining recoghition among the papers receiving awards.

2.5.5 Legal affairs manageh‘nem

During the period, ISA was not affected by any administrative action, litigation
or contingency that might undermine its stability.

Judicial and administrative;actions filed against it were taken care of in the
sake of the Corporation'’s interésts, and in compliance with corresponding duties
and responsibilities. At the same time, and in its own name, ISA promoted the
judicial and administrative actions needed for the development of its corporate
purpose and defense of its interests, respecting binding regulation and the other
parties’ right to contradiction and equality

The Corporation continued, attending claims related to application of CREG
resolutions 077 and 111 of 2000, and 034, 038, and 094 of 2001, related to its
duties as the Administrator of the Commercial Settlement System.

The defendants are the Ministry of Mines and Energy, and the CREG, and as of
December 31st, the number of claims was 124.
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It is important to point out that ISA is accountable for the events taking
place until September 30th 2005, and as of October 1st, that responsibility Is the
competence of XM, Compania de Expertos en Mercados, as the Administrator of

the Commercial Settlement System -ASIC-,

Legal and technical analysis gives ISA good reason to consider that the suits
will be decided in its favor for the following reasons:

+ As the Administrator of the Commercial Settiement System, ISA must
apply CREG regulation (which it has), being a mandatory function.

The invcices and the resolutions issued by ISA to solve the legal resources
filed by the agents strictly comply with the above mentioned regulations;
therefore, they can not be the source of the damage alleged by the plaintiff

corpoerations.

The arguments alleged by ISA are expected to result in favorable decisions,
Eventually, results could end up in compensation or settlement of accounts
among the market agents participating in such transactions, which would not be
in detriment of the Corporation’s assets.

On the other hand, the Corporation complied with all regulations regarding
intellectual property and copyrights, utilized legal software upon corresponding
payment of rights, and abided by legal regulations in force when undertaking

operations with related parties.

Besides, additional information disclosure, demanded by Article 446 of the
Commercial Code, detailed in the Financial Statements, is at the disposal of the

shareholders.
2.5.6 Management contro!

The Corporation has an internal control modeled after the Committee of
Sponsoring Organizations of the Treadway Commission -COSO-, involving several

hierarchical levels.

The Corporate Auditing Committee, as a Board Committee, had quarterly
meetings along 2005. In such meetings, it approved the work plan of the
Corporate Comptroller Office; it monitored the area performance; and compiled




information on compliance lévels with the Good Governance Code, and on the
performance of the Statutory Auditor, among others.

in the day-to-day manégement, the administration and the workers,
as accountable for and executors of internal control, contributed to its
strengthening.

On the other hand, and ijn order to ensure an independent and objective
process in evaluating the Gro;up’s internal control system, and to contribute to
direction unity through standardization of processes, the Management Control
Unit became the Corporate Cgmptroller Office.

In complying with its functions, the area handled 10 processes key to the
Corperation dUring the period, and itissued 179 recommendations, 65 of them of
high significance. Additionally; it obtained certification by the Institute of Internal
Auditors -llA- for three of its internal auditors.

Applying the self-evaluation methodology of the corporate control system, ISA
obtained 80.6% scoring on effectiveness; and on implementation of improvement

plans resulting from internal and external auditing, scoring was 99.41%.
2.5.7 Positioning, image a@d] brand name

The Corporation’s general reputation continued along an interesting rising
trend, shown by its 91% scoring among its different interest groups (a figure
higher than that of 2004, of 86%).

ISA cutdoes the rating of national companies in the power and financial sectors
it was compared with, it is aboye the international average, and nears the upper

level of 93% established by Walker Information Global Network methadology.

The groups surveyed, (shareholders, State, customers, suppliers, society and

workers), assign the Company ratings ranging between 80% and 100% in areas.

such as ISA's focus on its shareholders, financial performance, sector leadership,

service quality, effective management, and brand name.

2.5.8 Social entreprenceurial responsibility management

In the construction of corpoirate identity, the definition of a common concept
of social responsibility stands out, understood as “the balanced frame of relations
among the Grupo ISA's affiliates and their interested parties, constituted by an
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array of values, practices and commitments, aimed at aggregation of value,
generation of trust, and contribution to sustainable development of the societies

where they had a presence’

In this respect, ISA reviewed its commitments to the interest groups, suppliers,
and State, in the frame of the Good Governance Code; it advanced homologation
of commitments with the interest groups in the milieu of the Economic Group; it
sought alignment among commitments, practices and indicators; it participated
in construction of consensus related to social responsibility; and it joined the
Global Pact, promoted by the United Nations.

With the suppliers, it went from the concept of a best-negotiated agreement
for acquisition of goods and services, to a decision to construct trust through
transparent institutional actions, equity, and clear rules for all purchasing

processes.

In compliance with legal and constitutional duties, the Corporation started
definition of a model that contributes tc improved public management, so as to

fulfill its commitment to strengthen the Rule of Law.

Continuity of commitments to all interest groups is underscored, except to
those with the customers, where it went form “identifying priorities and outdoing
expectations”to “sustainable relations and service with guality, opportunity, and

competitive pricing”.

In the lookout for coherence among commitments, practices and indicators,
since late 2004, and along 2005, and in joined efforts with the Instituto
Pensar, of Universidad Javeriana, the Company conducted a study on its social
responsibility focus. Its results include international references on conceptual
and methodological issues, comparison with enterprises similar to ISA, and
recognizing of the valuation by interested parties of the exercise of the Company's

social responsibility.

in joining the Global Pact promoted by the United Nations as exercise of Social
Entrepreneurial Responsibility, in order to establish the degree of correspondence,
and to define current and potential practices to progressively account for its
compliance, ISA analyzed the principles structuring such Pact, and the corporate

reference framework.




Compliance with commitments to interest groups

In compliance with its commitments to its interest groups, and as part of
the development of its management model, ISA considers that its workers are
the foundation for socially re‘;sponsib!e actions, and that optimal relations with
suppliers, the State, and sociéty are one condition for delivery of services with
high competitiveness, and al high level of customer satisfaction, all of which
results in higher yields for the'shareholders.

During the period, ISA saw the following results:

- Toward the vvorkers,;the foundation of its deeds, it assumed the
commitment to value;and compensate their knowledge an